Discussion Outline – Nodal/Zonal Price Settlement for Energy Storage

a) Under the nodal system:

              Generation resources are compensated on the basis of nodal pricing;

Loads pay on the basis of zonal prices

b) Zonal prices will inevitably differ from a given nodal price, at a specific

time

c) If the price of energy removed from the grid is computed on a different basis    

than the price of energy returned to the grid, one of two results will occur:

1) If zonal prices are lower than the storage device’s nodal price, a wealth transfer from the market to the storage device will occur.  The storage owner would pocket the non-economic pricing differential between his (artificially low) energy purchase cost and his sales price.  The net effect would be to unjustly reward the storage device owner.

2) If zonal prices are higher than the nodal price, the generator will be inhibited from buying an economically appropriate amount of “charging” energy, as the price will be artificially higher than the true (nodal) value of the energy.  Thus the storage device would not be delivering its economic potential to the market, which would increase costs overall.  Furthermore, the diminished profitability of the storage device may mean that devices capable of improving market efficiency are not constructed, due to inadequate profitability.

d) In order to maximize the potential economic benefit of storage devices, 

              ERCOT should enact changes to ensure that charging energy for storage 

              devices is purchased on a nodal basis.  The suggested modification to the 

              protocols is to treat storage devices in the same manner as a DC tie, thereby 

              settling the energy transaction nodally whether charging or generating.

